conomists often take it for granted that the major economic problem facing any modern industrial economy is essentially one of competing on world markets. No wonder that so many books and articles have been published on this subject recently? Many of them focus on the Triad, i.e. the economic rivalry between the United States, Japan and the European Community on world markets. Others concentrate on econometric and more theoretical problems such as, "How can we measure competitiveness of nations correctly?" or "What are the main factors determining a nation's competitiveness?"
As opposed to the common idea that a country's economic fortunes are largely determined by its success on world markets, Prof. Krugman (MIT) holds the view that the world's leading nations are not to any important degree in economic competition with one another, nor can any of their major economic problems be attributed to failures to compete on world markets. Beyond that, "thinking in terms of competitiveness leads, directly and indirectly, to bad economic policies on a wide range of issues..." (p. 30)? Instead of blaming foreign competition for the economic malaise of the world's leading nations, international factors have played a surprisingly small role in the economic difficulties of these countries. The problems are -according to Prof. Krugman -mostly home-made.
This article takes a different view. First, it argues that nations do compete economically, though in a different way than corporations do. Second, it tries to explain why defining the competitiveness of nations is so difficult and why so many definitions and measures are misleading.
Third, it points out that thinking in terms of competitiveness is not threatening the international * university of Frankfurt, Germany.
INTERECONOMICS, November~December 1994 economic system whereas the competitive nature of this system is: it embraces destabilizing forces which make building an institutional competitive framework an important task of economic policy.
Prof. Krugman's Line of Reasoning
Prof. Krugman begins his criticism with a comparison. If the term "competitiveness" is attributed to a corporation, we mean that the corporation's market position is sustainable, whereas the term"uncompetitiveness" refers to a situation where the corporation will cease to exist. REPORT competitiveness defined as "our ability to produce goods and services that meet the test of international competition while our citizens enjoy a standard of living that is both rising and sustainable" (p. 1). Other authors choose similar definitions whose common characteristic is the importance of international trade balance to a nation's competitiveness and wealth.
Countries
According to Prof. Krugman these definitions are misleading for two reasons. First, their explanatory power is limited and second, they are empirically wrong. They are limited because they only refer to national economies where international trade plays a major role. Countries, however, whose economies are not involved in international trade, like the United States in the 50s, are not influenced bythe exchange rate level very much. The living standard of countries with very little international trade is therefore determined almost entirely by domestic factors, primarily by the rate of productivity growth. But even if one looks at those countries where trade plays an important role the hypotheses that the living standard of a country is determined by deteriorating terms of trade needs to be checked against the data. By quoting the national income accounts data published regularly by the US Commeme Department Prof. Krugman demonstrates that the growth rate of living standards is closely linked to the growth rate of domestic productivity -not productivity relative to competitors. This leads Prof. Krugman to make an important statement on the nature of international trade. Whereas many authors hold the view that the living standard per capita of a country can only be improved by strengthening the competitive position of its corporations worldwide at the cost of other national economies, Prof. Krugman points out that international trade is not a zero-sum game: "If the European economy does well, it need not be at US expense; indeed if anything a successful European economy is likely to help the US economy by providing it with larger markets and selling it goods of superior quality at lower prices" (ibid., p. 34).
The economic interdependence of highly industrialised countries is not denied in this argumentation, but interpreted differently: the view of a "win-lose" competition between the leading economies, as Lester Thurow 1992 put it in his book "Head to Head", is 4 Prof. Krugman refers to Delor's presentation to the leaders of the nations of the European Community and President Clinton's patriotic appeal, calling on the nation to justify painful spending cuts and tax increases. s Other 61ites, particularly of those states ruled by an authoritarian regime, are simply not interested in achieving a higher living standard for the overall majority of people, though they might very well be interested in improving "their" national industry's competitiveness in order to collect rent.
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substituted by a "win-win" relationship of internationally interconnected economies. From this it is not very far to Prof. Krugman's point that the real danger of destabilizing the international trade order results from misleading thinkingbythe political elites and their economic advisers. The growing obsession with competitiveness is claimed to be responsible for trade conflicts, i.e. trade wars and protectionism, it could result in wasteful government spending supposedly to enhance the country's competitiveness and, even more important, it could affect the quality of economic discussion and policymaking negatively.
It remains to be explained why then the competitive metaphor is so attractive to many economists, politicians and businessmen. Prof. Krugman treats this question in Part iii of his article. Three reasons or motives are mentioned: "First, competitive images are exciting, and thrills sell tickets... Second, the idea that U.S. economic difficulties hinge crucially on failures in international competition ... makes those difficulties seem easier to solve." And third, "the rhetoric of competitiveness turns out to provide a good way either to justify hard choices or to avoid them" (ibid., p.39). For this reason the world's leaders 4 "have found the competitive metaphor extremely useful as a political device" (ibid., p. 40). Not so Prof. Krugman in his final statement: "So let's start telling the truth: competitiveness is a meaningless word when applied to national economies. And the obsession with competitiveness is both wrong and dangerous" (ibid., p.44).
Nations Do Compete Economically
In the following I shall explain that countries do compete economically, though in a different way than corporations do. To understand the meaning of competition of countries it seems reasonable to keep in mind that countries are not only economic entities, but defined by political and social features too. The same applies to public policy. Improving the living standard per capita might be an economic objective of a political elite particularly if it is commited to democratic principles, 5 but it is certainly not the only element within the politically defined goal system of a nation. Other motives like gaining bargaining power and influence on other countries, strengthening the country's position in international negotiations and institutions, increasing its prestige and military power, and so on, play an even greater role in public policy.
Ironically Prof. Krugman himself recognizes the point made here, by saying, "Of course, there is always a rivalry for status and power -countries that grow faster will see their political rank rise." But instead of taking this point seriously in order to grasp its economic consequences he
